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ALLIED  STORES  CORPORATION 

85  ELLISON  STREET 
PATERSON,  NEW  JERSEY 

April  11,  1940. 

TO  THE  stockholders: 

Sales  and  Profits: 

Nineteen  thirty-nine  was  a  relatively  good  year  for  retailing.  It  was  this 
Company’s  second  best  year  for  sales  and  profits,  being  excelled  only  by  nineteen 
twenty-nine.  Sales  for  the  year  were  $112,122,354,  or  $8,878,929  greater  than  for 
the  preceding  year.  The  sales  increase  in  stores  owned  throughout  both  years  was 
$5,190,512  or  5%.  Profits  were  equal  to  three  times  dividend  requirements  on 
preferred  stock  outstanding  at  the  end  of  the  year.  After  deducting  dividends  paid 
on  preferred  stock,  profits  for  the  year  were  equivalent  to  $1.26  per  share  of  common 
stock.  This  compares  with  earnings  on  common  stock  of  59d  per  share  in  the 
preceding  year. 

A  five  year  comparison  of  profits,  by  quarters,  follows: 


Profit  Before  Federal  Taxes  1935  1936  1937  1938  1939 

on  Income: 

First  quarter .  $  60,277  $  482,739  $  770,203  $  365,447  $  392,478 

Second  quarter .  422,959*  314,377  160,017  610,334*  103,814* 

Third  quarter .  757,870  1,330,850  1,166,059  992,552  1,319,051 

Fourth  quarter .  1,446,571  1,905,482  1,576,927  2,011,055  2,547,870 


Total  Year .  1,841,759  4,033,448  3,673,206  2,758,720  4,155,585 

Federal  taxes  on  income .  260,000  627,000  769,000  525,000  720,000 


Consolidated  net  profit .  $1,581,759  $3,406,448  $2,904,206  $2,233,720  $3,435,585 


Acquisitions: 

In  early  1939  all  of  the  capital  stocks  of  Waite's,  Inc.,  a  company  operating 
the  leading  store  in  Pontiac,  Michigan,  and  of  Geo.  B.  Peck,  Inc.,  a  company 
operating  one  of  the  leading  stores  in  Kansas  City,  Missouri,  were  acquired.  The 
purchase  of  Waite’s,  Inc.,  was  a  cash  transaction.  Nine  thousand  shares  of  the 
Company’s  common  stock  were  issued  in  connection  with  the  acquisition  of  Geo.  B. 
Peck,  Inc.  At  time  of  acquisition,  Geo.  B.  Peck,  Inc.,  had  outstanding  long-term 
or  funded  debts  of  $500,000.  These  debts  were  not  assumed  or  guaranteed  by  the 
parent  company,  the  store  subsidiary  continuing  as  the  sole  obligor  thereon. 
Neither  of  the  two  companies  acquired  owns  any  real  estate,  each  occupying  its 
premises  on  a  lease  basis.  Rentals  payable  under  these  leases  are  reasonable  in 
relation  to  sales  possibilities  of  the  companies.  It  is  believed  that  each  of  these 
acquisitions  has  possibilities  of  becoming  an  even  more  important  factor  in  the 
retail  business  of  its  respective  community  and  a  profitable  investment  for  this 
Company. 

Working  Capital: 

Net  additions  to  land,  buildings  and  equipment  during  the  year,  discussed  later  in 
this  report,  plus  purchases  of  preferred  stock,  were  greater  in  amount  than  the  total 
of  earnings  retained  and  the  net  increase  in  long-term  or  funded  debt.  Consequently, 
net  current  assets  at  the  close  of  the  year  of  $27,317,699  were  $528,222  less  than  at 
the  beginning  of  the  year.  This  is  the  second  year  in  succession  that  the  Company’s 
balance  sheet  has  shown  a  nominal  decrease  in  working  capital. 


Reproduced  with  permission  of  the  copyright  owner.  Further  reproduction  prohibited  without  permission. 


Increased  sales  volume  and  store  company  acquisitions  resulted  in  an  increase  during 
the  year  in  the  net  investment  in  customers’  accounts  receivable  of  $1,675,240  or 
10.6%.  Merchandise  inventories  at  the  close  of  the  year  were  $2,632,309  greater 
than  at  the  beginning  of  the  year,  an  increase  of  17.8%.  These  increases  in  cus¬ 
tomers’  accounts  receivable  and  merchandise  inventories,  coupled  with  the  decrease 
in  total  working  capital,  resulted  in  a  decrease  in  cash  balances  to  $2,164,136  and 
necessitated  current  bank  borrowings  of  $800,000.  The  ratio  of  current  assets  to 
current  liabilities  at  the  close  of  the  year  was  3-7  to  1. 

Customers’  current  accounts  receivable  increased  7-7%,  while  customers’  deferred 
payment  accounts  increased  11.4%.  These  percentages  compare  with  an  increase 
of  8.6%  in  total  sales.  Increases  or  decreases  in  the  investment  in  current  accounts 
usually  closely  parallel  the  increases  or  decreases  in  sales  volume.  The  investment 
in  deferred  payment  accounts  increases  at  a  more  rapid  rate  than  general  sales  in 
periods  of  expanding  sales  volume  and,  conversely,  decreases  at  a  more  rapid  rate  in 
periods  of  declining  sales  volume.  The  long-term  trend  in  retailing  and  in  this 
Company  seems  to  be  toward  a  constantly  increasing  proportion  of  deferred  pay¬ 
ment  sales  which  increases  the  requirement  for  working  capital  per  dollar  of  sales 
volume.  Net  investment  in  customers’  accounts  receivable  was  59%  greater  in 
1939  than  in  1934,  although  sales  increased  only  37%  in  this  period.  Collec¬ 
tions  on  customers’  accounts  throughout  the  year  were  generally  more  prompt 
than  in  previous  years.  Consequently,  the  ratio  of  bad  debt  losses  for  the  year  was 
quite  favorable.  The  amount  of  the  reserve  for  doubtful  accounts  at  the  close  of 
the  year  was  established,  as  in  preceding  years,  by  an  age  analysis  of  each  indi¬ 
vidual  account.  All  balances  over  six  months  past  due  on  current  accounts  and 
all  installments  over  one  month  past  due  on  deferred  payment  accounts  are  100% 
reserved.  Based  on  age  analyses  of  the  individual  accounts  and  past  experience, 
all  other  balances  are  believed  to  be  adequately  reserved. 

Merchandise  inventories  were  taken  and  priced  as  in  preceding  years  in  accordance 
with  accepted  department  store  practices.  Physical  inventories  are  taken  semi¬ 
annually  and  classified  by  age  from  date  of  purchase  as  a  precautionary  measure 
against  the  possible  accumulation  of  undesirable,  shop-worn  and  obsolete  stocks. 
Ac  the  close  of  the  year  80.0%  of  all  inventories  was  less  than  six  months  old  and 
92.7%  less  than  one  year  old.  These  percentages  compare  with  77.6%  and  90.3%, 
respectively,  at  the  beginning  of  the  year. 

Plant  and  Equipment: 

The  Company,  through  wholly  owned  subsidiaries  and  a  directly  operated  store,  has 
$34,054,758  invested  in  land,  buildings  and  equipment  used  in  the  operation  of  the 
business.  Approximately  thirty  million  dollars  of  this  amount  represents  land, 
buildings  and  improvements.  Practically  all  of  these  assets  are  subject  to  mort¬ 
gages  securing  long-term  or  funded  debt  of  the  respective  subsidiaries.  Other  land 
and  buildings  are  occupied  under  long-term  leases.  Annual  rentals  payable  under 
these  leases  approximate  two  and  three-quarter  million  dollars.  Carrying  charges 
on  land  and  buildings  owned,  such  as  interest  on  long-term  or  funded  debt  applic¬ 
able  thereto  or  incurred  in  connection  therewith,  amortization  or  depreciation, 
and  other  applicable  expenses  are  in  total  comparable,  in  their  effects  on  operations 
and  on  the  Company’s  cash  requirements,  to  rentals  payable  under  leases. 

Additions  to  land,  buildings  and  equipment  for  the  year  amounted  to  $6,063,125. 
Depreciation  charged  to  expense  was  $1,264,588,  making  the  net  addition  to  plant 
and  equipment  $4,798,537.  Assets  with  an  original  book  value  of  approximately 
one  and  one-quarter  million  dollars  became  fully  depreciated  during  the  year.  This 
amount  was  removed  from  the  asset  and  the  reserve  accounts.  The  $6,063,125 
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additions  to  plant  and  equipment  is  composed  of  $231,113,  representing  net  book 
values  of  plant  and  equipment  at  acquisition  dates  of  store  companies  acquired 
during  the  year;  $2,509,162,  the  cost  of  acquisition  to  a  realty  company  of  land  and 
building,  the  details  of  which  are  set  forth  below;  $253,000  for  the  purchase  of 
certain  land  and  buildings  strategically  located  adjacent  to  premises  occupied  by 
store  subsidiaries;  the  remaining  $3,069,850  representing  the  cost  of  additions  to 
buildings  and  general  modernization  work. 

The  acquisition  of  land  and  building  by  the  real  estate  company  mentioned 
above  at  a  cost  of  two  and  one-half  million  dollars,  plus  certain  expenses,  represented 
the  largest  transaction  of  the  year  involving  plant  and  equipment  and  long-term 
or  funded  debt.  Land  and  building  located  at  the  corner  of  Washington  and 
Summer  Streets,  Boston,  have  for  a  number  of  years  been  occupied  by  Jordan  Marsh 
Company  under  a  lease  providing  for  a  minimum  net  rental  to  the  owners  of  $170,000 
per  year  until  1970.  Under  this  lease  Jordan  Marsh  Company  was  obligated  to 
pay  net  rentals  for  the  period  September  1,  1939,  to  December  31,  1969,  of  at  least 
the  sum  of  $5,156,667  and  would  then  have  to  enter  into  a  new  lease  or  vacate  the 
property.  In  all  probability  it  will  be  necessary  to  construct  a  new  building  on 
this  land  long  before  1970.  The  cost  of  such  a  new  building  would,  under  the  terms 
of  the  lease,  be  the  obligation  of  Jordan  Marsh  Company,  and  the  building  would 
revert  to  the  landlord  upon  the  expiration  of  the  lease. 

A  transaction  was  consummated  whereby  a  newly  created,  wholly  owned  subsidiary 
of  the  Company  purchased  this  property  for  two  and  one-half  million  dollars  and 
financed  the  entire  cost  by  issuing  its  own  long-term  notes  and  by  placing  mortgages 
on  the  property.  It  appears  that,  as  a  result  of  this  transaction,  consolidated  net 
profit  will  be  improved  in  each  year,  beginning  with  $56,000  for  the  first  year  and 
gradually  increasing  to  $120,000  in  1969.  It  is  estimated  that  the  total  over-all 
cost  of  acquiring  the  property,  including  interest  charges  until  the  purchase  price 
has  been  fully  amortized,  depreciation,  and  normal  expenses  of  the  realty  sub¬ 
sidiary  including  income  tax  for  the  period  covered  by  the  lease  will  not  exceed 
$4,662,000  which  compares  with  the  cost  of  occupying  the  property  under  the  lease 
of  $5,156,667-  Annual  cash  requirements  of  this  subsidiary  for  the  first  few  years 
will  be  slightly  larger  than  the  Jordan  Marsh  Company  cash  requirements  under 
the  lease,  while  such  requirements  in  latter  years  will  be  substantially  less,  resulting 
in  a  consolidated  net  cash  saving  for  the  entire  ternC  of  the  lease,  as  above  de¬ 
scribed,  of  approximately  a  half  million  dollars. 

Of  the  $3,069,850  expended  in  building  and  general  modernization  work,  approxi¬ 
mately  two-thirds  was  spent  in  connection  with  three  major  programs  in  Jordan 
Marsh  Company,  Boston;  Pomeroy's,  Inc.,  Harrisburg,  and  Joske  Bros.  Co.,  San 
Antonio.  Other  stores  sharing  the  most  liberally  in  building  and  modernization 
work  during  the  year  include  The  Bon  Marche,  Seattle;  Maas  Brothers,  Inc.,  Tampa; 
The  Meyer’s  Company,  Greensboro;  The  Morehouse-Martens  Company,  Columbus; 
Quackenbush  Company,  Paterson;  and  The  Rollman  &  Sons  Company,  Cincinnati. 
In  Jordan  Marsh  Company,  the  main  building  was  connected  with  the  Home  Fur¬ 
nishings  annex  by  the  erection  of  a  bridge  across  Avon  Street,  electric  stairways 
were  installed,  and  a  part  of  the  store  newly  fixtured.  In  Joske  Bros.  Co.,  San 
Antonio ,  and  Pomeroy’s,  Inc.,  Harrisburg,  major  additions  to  buildings  were 
erected,  existing  buildings  modernized,  and  the  stores  refixtured  generally.  These 
new  buildings  are  recognized  as  among  the  most  modern  and  beautiful  in  America. 
Each  of  these  three  stores  has  been  a  consistent  profit  producer  and  a  dominating 
retail  institution  of  its  respective  city.  The  improved  physical  plants  should  help 
to  assure  a  continuity  of  the  profit  record  and  local  dominance  of  each. 
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The  retailer,  appealing  directly  to  the  consumer  must  maintain  a  competitive 
standard  of  building  and  equipment  maintenance  and  of  shopping  environment. 
Stores  showing  a  rapid  growth  must  constantly  expand  their  facilities  to  handle 
the  increased  sales  volume.  Due  to  obsolescence,  it  will  be  necessary  within  the 
next  few  years  to  rebuild  some  of  the  physical  plants  now  in  use  and  to  modernize 
others.  Unless  necessarily  restricted  as  emergency  measures,  annual  expenditures 
for  plant  facilities  will  perhaps  continue  to  average  higher  than  the  average  annual 
depreciation,  thereby  further  increasing  the  Company’s  net  investment  in  plant 
and  equipment. 

Long-Term  or  Funded  Debt: 

The  Company  reacquired  during  the  year  $185,600  of  its  4}4%  Debentures  due  1950 
and  $127,000  of  its  4J4%  Debentures  due  1951,  reducing  the  combined  amount  of 
these  two  debenture  issues  outstanding  to  $6,062,375.  Of  this  amount  $431,025  is 
due  within  the  current  year  and  is  shown  as  a  current  liability,  leaving  as  long-term 
funded  debt  $5,631,350.  Subsequent  to  the  close  of  the  year  $750,000  4}4%  De¬ 
bentures  due  1950  were  called  at  par  and  are  available  to  meet  sinking  fund  require¬ 
ments  of  this  and  future  years. 

Subsidiary  companies  had  outstanding  at  the  close  of  the  year  bonds,  mortgages 
and  long-term  notes  in  the  principal  amount  of  $15,662,919.  Current  year  amorti¬ 
zation  requirements  on  these  debts,  shown  as  current  liabilities,  total  $561,556, 
leaving  as  long-term  or  funded  debt  of  subsidiaries  $15,101,363.  With  the  exception 
of  $260,000  of  mortgage  amortization  and  $200,000  of  interest  payable  over  the 
next  seven  years  which  have  been  guaranteed  by  the  parent  company,  these  debts 
are  obligations  only  of  the  respective  subsidiaries.  A  schedule  is  contained  herein 
setting  forth  pertinent  details  on  all  long-term  or  funded  debt  outstanding  at  the 
close  of  the  year. 

At  the  beginning  of  the  year,  bonds,  mortgages  and  long-term  notes  of  subsidiary 
companies  totaled  $12,659,178.  Amortization  payments  on  subsidiary  long-term  or 
funded  debt  for  the  year  totaled  $557,859.  Subsidiary  company  long-term  or  funded 
debt  added  during  the  year,  $3,561,600,  was  composed  of  $2,500,000  debt  of  the 
Boston  realty  company  acquired,  $500,000  debt  of  Geo.  B.  Peck,  Inc.,  acquired, 
$150,000  mortgage  placed  on  real  estate  purchased,  $350,000  addition  to  the  mortgage 
of  Joske  Bros.  Co.,  obtained  to  help  finance  physical  improvements,  and  $61,600 
added  by  Pomeroy’s,  Inc.,  in  connection  with  the  refinancing  of  that  company’s 
long-term  or  funded  debt. 

The  long-term  or  funded  debt  of  Pomeroy’s,  Inc.,  at  the  beginning  of  the  year  was 
represented  by  $2,088,400  realty  company  6%  Mortgage  Bonds  and  a  $350,000  5% 
real  estate  mortgage.  This  mortgage  was  extended  for  ten  years  on  a  43-2%  basis. 
The  bond  issue  was  retired  by  placing  a  $1,650,000  4J4%  real  estate  mortgage  on 
the  properties  and  by  obtaining  a  $500,000  334%  serial  bank  loan. 

Capital  Structure: 

Thirty-one  hundred  shares  of  5%  Preferred  Stock  were  repurchased  for  the  treasury 
during  the  year  at  a  cost  of  $203,670.  One  hundred  fifty-three  shares  of  this  stock, 
together  with  one  thousand  ninety-nine  shares  in  the  treasury  at  the  beginning  of 
the  year,  were  cancelled  in  satisfaction  of  all  sinking  fund  obligations  on  such 
stock  to  July  1, 1939.  Twenty-nine  hundred  forty-seven  shares  of  this  stock  acquired 
at  a  cost  of  $193,084  were  in  the  treasury  at  the  end  of  the  year  and  may  be  used  to 
meet  sinking  fund  obligations  of  this  and  future  years.  The  total  number  of  shares 
of  common  stock  outstanding  at  the  end  of  the  year  was  nine  thousand  greater  than 
at  the  beginning  of  the  year.  These  shares  were  issued  during  the  year  in  exchange 
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for  shares  of  Geo.  B.  Peck,  Inc.,  acquired.  Analyses  of  capital  surplus  and  earned 
surplus,  as  well  as  reserve  for  contingencies,  revaluation  of  merchandise,  etc.,  are 
contained  herein  and  are  believed  to  be  self-explanatory. 

Allied  Stores  Corporation  is  primarily  a  holding  company.  Its  capital  is  invested 
principally  in  the  capital  stock  of  store  and  realty  company  subsidiaries.  The 
Bon  Marche,  Seattle,  is  the  only  store  operated  as  a  branch  of  the  parent  company. 
All  other  operations  and  services  are  performed  by  subsidiary  companies.  All  sub¬ 
sidiaries  are  direct  subsidiaries  of  the  parent  company.  All  capital  stock  of  each 
of  these  subsidiaries  is  one  hundred  per  cent  owned  by  the  parent  company.  Income 
of  t-he  parent  company  comes  principally  from  profits  of  The  Bon  Marche,  Seattle, 
dividends  from  subsidiaries  and  other  financial  income.  This  is  not  a  report  of 
the  parent  company  alone,  but  a  consolidated  report  of  the  parent  company  and 
all  of  its  subsidiaries. 

Stock  records  show  that  the  capital  of  the  Company  is  being  furnished  by  a  great 
number  of  individuals  in  relatively  small  amounts.  Eliminating  the  names  and 
holdings  of  brokers  and  known  nominees  who  each  in  turn  represent  a  number  of 
owners,  stock  records  indicate  that  the  average  number  of  shares  owned  by  holders 
of  common  stock  is  91  shares  and  by  holders  of  preferred  stock  is  27  shares.  With 
the  exception  of  one  block  of  preferred  stock  which  was  issued  in  1937  in  connection 
with  the  acquisition  of  a  store  subsidiary,  no  such  owner  (of  record)  holds  securities 
representing  more  than  V/i%  of  the  net  worth,  as  represented  by  book  value  of  the 
total  preferred  and  common  stock  of  the  Company. 


LONG-TERM  TRENDS 

Reports  to  stockholders  prepared  on  an  annual  basis  frequently  fail  to  explain 
or  emphasize  significant  factors  or  trends  which  become  apparent  only  in  reviewing 
operations  and  reports  covering  a  period  of  years.  It  is  difficult  in  turn  for 
stockholders  without  the  information  and  facilities  readily  available  to  them  to 
make  such  a  review  for  themselves.  In  recognition  of  these  facts  the  following  com¬ 
ments  are  submitted. 

The  history  of  this  Company  naturally  falls  into  two  periods,  i.e.,  1929-1933 
and  1934-1939-  The  following  comparative  summary  of  important  balance  sheet 
items  casts  some  light  on  the  effects  of  conditions  existing  and  of  policies  followed 
in  these  two  periods: 


Working  capital . 

Plant  and  equipment — net . 

Other  assets  and  deferred  charges . 


Long-term  or  funded  debts. 

Reserves . 

Minority  interests . 

Preferred  stock . 

Common  stock  equity . 


- - - — 

— January  31— 

— 

1929 

1934 

1940 

(000) 

(000) 

(000) 

31,209 

21,407 

27,318 

18,775 

20,218 

34,055 

1,989 

1,175 

1,927 

51,973 

42,800 

63,300 

4,034 

7,726 

20,733 

4,746 

1,201 

2,441 

1,082 

— 0 — 

—0— 

25,310 

21,357 

22,890 

16,801 

12,516* 

17,236 

51,973 

42,800 

63,300 

•Before  deducting  $2,776,400  for  preferred  dividends  in  arrears. 
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First  Period 

The  Company  was  organized  only  a  few  months  before  the  beginning  of  the 
severe  depression  which  started  in  the  autumn  of  1929.  The  central  office  executive 
organization  was  as  yet  unproven  and  methods  of  administration  and  operation 
were  only  in  the  process  of  development  when  the  depression  began.  Changes  in 
ownership  of  the  newly  acquired  subsidiaries  had  just  resulted  in  changes  in  manage¬ 
ment,  policies  and  methods  of  many  of  these  subsidiaries.  It  was  most  unfortunate 
that  a  new  organization  had  to  cope  with  the  problems  of  a  major  depression.  As 
a  result,  the  effects  of  the  depression  on  the  Company  were  magnified. 

Simultaneously  with  the  original  acquisition  of  store  subsidiaries,  new  long¬ 
term  leases  were  made  covering  many  of  the  premises  occupied  by  these  subsidiaries. 
These  leases  were  written  at  the  all-time  peak  prices  prevailing  in  the  late  twenties. 
The  rentals  provided  for  under  many  of  these  new  leases  not  only  anticipated  the 
continuance  of  then  existing  sales  volumes  but  a  continuance  of  the  trend  of  growth. 
While  either  permanent  or  temporary  relief  from  certain  of  these  lease  burdens  was 
obtained  during  this  period,  excessive  rental  costs  continued  to  be  one  of  the  Com¬ 
pany’s  major  problems. 

The  decrease  in  the  number  of  transactions  and  in  price  levels  during  the  early 
depression  years  resulted  in  a  drastic  decline  in  sales  volume.  Gross  margin  per¬ 
centages  were  reduced  by  the  necessity  of  downward  revisions  of  retail  prices  to 
meet  the  constantly  declining  price  levels  and  of  reducing  inventory  investments  to 
a  proper  relationship  to  the  declining  sales  volume.  Reducing  dollar  expenses  in 
proportion  to  the  resultant  decline  in  gross  margin  dollars  proved  to  be  an  impos¬ 
sible  task  for  most  well-seasoned  organizations.  These  problems  plus  the  inherent 
organization  problems  mentioned  above,  together  with  burdensome  leaseholds 
resulted  in  elimination  of  profits  and  finally  in  substantial  operating  losses. 

Although,  largely  as  a  result  of  carrying  out  certain  expansion  and  financial  plans 
entered  into  at  the  inception  of  the  Company  or  soon  thereafter,  plant  and  equip¬ 
ment  and  long-term  or  funded  debt  increased  $1,500,000  and  $3,700,000,  respectively, 
and  minority  interests  were  acquired,  this  period  of  1929-1933  was  necessarily  a 
period  of  restriction  and  retrenchment.  In  this  period  there  was  a  decline  of  ten 
million  dollars  in  working  capital,  two  and  one-half  million  dollars  in  reserves, 
and  four  million  dollars  in  preferred  stock  outstanding.  The  total  common  stock 
book  equity  decreased  seven  million  dollars  in  this  period  as  a  result  of  preferred 
stock  dividends,  write-offs,  and  operating  losses.  Net  book  value  per  share  of 
common  stock  outstanding  at  the  beginning  of  this  period  was  $12.35-  Net  book 
value  per  share  of  common  stock  at  the  close  of  this  period,  after  deducting  divi¬ 
dends  in  arrears  on  the  preferred  stock,  was  $7.18. 

Second  Period 

While  the  first  period,  1929-1933,  was  essentially  one  of  restriction  and  retrench¬ 
ment,  as  a  result  of  changes  in  general  economic  conditions  and  in  policy,  the  six- 
year  period,  1934-193 9,  has  been  a  period  of  development,  growth  and  expansion. 
Progress  has  been  made  in  obtaining  permanent  relief  from  many  burdensome  lease¬ 
holds;  in  strengthening  the  executive  organizations  in  the  stores  and  the  central 
office;  and  in  the  development  of  a  proper  technique  of  administration  and  operation. 
A  net  profit  has  been  produced  in  each  of  these  six  years.  Preferred  stock  dividend 
arrearage  and  sinking  fund  defaults  have  been  eliminated  and  future  requirements 
modified.  Additional  store  subsidiaries  have  been  acquired  as  attractive  oppor¬ 
tunities  were  presented.  During  this  period  working  capital  increased  $6,000,000, 
plant  and  equipment  $13,800,000,  long-term  or  funded  debt  $13,000,000,  and  the 
net  book  value  per  share  of  common  stock  increased  from  $7.18  to  $9.49  or  32%. 
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The  increases  of  $13,800,000  in  plant  and  equipment  and  $13,000,000  in  long-term 
or  funded  debt  represent  the  most  outstanding  changes  in  the  capital  structure  and 
investment  accounts.  Of  the  $13,800,000  plant  and  equipment  increase,  $6,700,000 
resulted  from  the  acquisition  of  realty  companies  which  held  burdensome  leases 
from  store  subsidiaries,  while  store  companies  acquired  in  this  period  had  plant 
and  equipment  at  date  of  acquisition  of  $6,600,000.  The  cost  of  other  additions  to 
plant  and  equipment,  representing,  in  large  part,  modernization,  improvements,  and 
normal  additions  have  been  only  slightly  larger  than  the  amount  of  depreciation 
for  the  period.  Of  the  $13,000,000  increase  in  long-term  or  funded  debt,  the  acqui¬ 
sition  of  realty  companies  was  responsible  for  over  $6,000,000,  while  store  companies 
acquired  had  long-term  or  funded  debt  at  dates  of  acquisition  of  $5,900,000.  It 
will  be  seen  that  a  very  substantial  part  of  the  increases  in  plant  and  equipment  and 
in  long-term  or  funded  debt  can  be  attributed  to  the  acquisition  of  realty  companies 
or  represents  plant  and  equipment  and  long-term  or  funded  debt  of  store  companies 
acquired. 

Realty  Company  Acquisitions: 

The  three  realty  companies  acquired  during  this  period,  including  the  Boston 
acquisition  of  1939  mentioned  heretofore,  had  long-term  or  funded  debt  at  dates  of 
acquisition  of  $3,972,500.  These  debts  were  not  assumed  or  guaranteed  by  the 
parent  company  or  the  related  store  subsidiaries,  the  subsidiary  realty  companies 
continuing  as  the  sole  obligor  thereon.  Of  the  parent  company’s  43/2%  Debentures 
due  in  1951,  $2,100,000  were  issued  in  connection  with  the  acquisition  of  these 
realty  companies.  The  net  cash  outlay  in  connection  with  the  acquisition  of  these 
realty  companies  was  less  than  $375,000. 

The  debentures  used  in  the  acquisition  of  the  capital  stock  of  realty  companies  and 
the  long-term  or  funded  debt  of  these  realty  companies,  in  effect  and  from  the  con¬ 
solidated  Company  viewpoint,  replaced  long-term  obligations  for  annual  rental  pay¬ 
ments  under  leases.  Assuming  renewals  at  maturity  dates  on  present  terms  until  fully 
amortized,  interest  and  amortization  requirements  on  these  debentures  and  on  the 
subsidiary  realty  company  long-term  or  funded  debt,  together  with  normal  operating 
expenses  and  income  taxes  of  the  realty  subsidiaries,  will  at  no  time  require  a  total 
annual  cash  outlay  as  large  as  that  required  by  the  leases. 

From  an  operating  expense  and  profit  viewpoint,  interest  at  43/2%  on  the  parent 
company  debentures  and  the  cash  invested  in  the  capital  stocks  of  these  realty  com¬ 
panies,  plus  interest  requirements  on  the  long-term  or  funded  debts  of  these  realty 
companies  and  all  normal  operating  expenses  of  such  companies,  including  depre¬ 
ciation  and  income  tax,  is  less  than  the  rental  obligations  under  the  leases  by  more 
than  $280,000  per  annum. 

Store  Company  Acquisitions: 

All  of  the  common  stocks  of  seven  store  companies  were  acquired  during  the  period. 
These  seven  companies  had  outstanding,  at  time  of  acquisition,  preferred  stock 
$1,457,600  and  long-term  or  funded  debt  $5,916,000.  These  preferred  stocks  and 
funded  debts  were  not  assumed  or  guaranteed  by  the  parent  company,  the  store 
subsidiary  continuing  as  the  sole  obligor  thereon.  In  certain  instances  these  obli¬ 
gations  were  made  convertible,  at  the  option  of  the  holder,  into  common  and/or 
preferred  stocks  of  the  parent  company.  The  subsidiary  preferred  stocks  have  sub¬ 
sequently  been  acquired  by  conversion  into  the  parent  company’s  5%  Preferred 
Stock  or  by  purchase. 

All  of  the  common  stocks  of  these  seven  store  companies  were  acquired  in  exchange 
for  39,000  shares  of  the  parent  company’s  common  stock  and  $1,079,794  in  cash. 


Reproduced  with  permission  of  the  copyright  owner.  Further  reproduction  prohibited  without  permission. 


Since  dates  of  acquisition  these  seven  companies  have  produced  combined  total  net 
profits  of  $1,660,000,  after  deducting  interest  and  dividend  requirements  for  the 
period  on  funded  debt  and  preferred  stock  outstanding  at  dates  of  acquisition  even 
though  subsequently  refunded  or  redeemed,  interest  at  5%  per  annum  on  cash 
advanced  as  additional  working-capital  by  the  parent  company  subsequent  to  dates 
of  acquisition  and  federal  income  taxes.  Profits  since  dates  of  acquisition  accruing 
to  these  common  stocks  acquired  have  exceeded  the  total  of  all  cash  paid  therefor 
and  either  the  book  value  or  the  current  market  value  of  the  parent  company  common 
stock  given  in  exchange. 


Earnings  and  Dividends 

In  the  eleven  years  of  the  Company’s  existence,  1929-1939,  net  profits  were 
$17,263,419.  Holders  of  preferred  stock  received  during  this  period  $10,303,732  in 
cash,  $3,154,980  of  the  Company’s  4%%  Debentures  due  in  1950,  and  420,664  shares 
of  common  stock  of  the  Company.  (The  debentures,  the  common  stock  and 
$653,870  of  the  cash  were  declared  as  a  “special”  dividend  to  the  preferred  stock¬ 
holders  in  settlement  of  accrued  dividends  to  June  30,  1935,  of  $4,785,053;  the  future 
preferred  stock  dividend  rate  and  sinking  fund  obligations  were  reduced,  and  con¬ 
version  privileges  were  eliminated  in  accordance  with  the  approval  of  the  preferred 
and  common  stockholders  of  the  Company  at  a  special  meeting  held  May  7,  1935-) 
Holders  of  common  stock  have  received  $351,631  in  cash  and  $1,758,200  par  value 
of  the  Company’s  preferred  stock.  In  the  eleven-year  period  holders  of  the  pre¬ 
ferred  stock  have  received  $15,827,050  and  holders  of  the  common  stock  have 
received  $2,109,831  either  in  cash  or  in  securities  of  the  Company,  figuring  the 
debentures  and  preferred  stock  issued  as  dividends  at  face  or  par  value  and  the 
common  stock  so  issued  at  $5-63  per  share,  the  book  value  at  date  of  issue. 

In  the  eleven  year  period,  1929-1939,  average  annual  earnings  of  the  Company  were 
1.2  times  annual  preferred  stock  dividend  requirements;  lor  the  six-year  period, 
1934-1939,  2.1  times  such  requirements;  for  the  last  year  3-0  times  current  dividend 
requirements.  In  the  eleven-year  life  of  the  Company  each  quarterly  preferred 
stock  dividend  has  been  paid  on  the  regular  dividend  date  with  the  exception  of 
dividends  falling  due  in  the  period  from  January  1,  1932,  to  June  30,  1935-  Divi¬ 
dends  for  this  period  were  settled  by  the  “special”  dividend  mentioned  above. 

Only  one  dividend  has  been  paid  on  the  Company’s  common  stock.  This  was  in 
1937,  the  period  when  corporations  were  severely  penalized  by  the  Undistributed 
Profits  Tax  on  earnings  retained.  The  board  of  directors  of  the  Company  recognized 
at  that  time  that  the  cash  position  and  cash  requirements  of  the  Company  precluded 
the  possibilities  of  a  substantial  cash  dividend.  A  dividend  of  twenty  cents  in 
cash  and  one  dollar  par  value  of  the  Company’s  5%  Preferred  Stock  for  each  share 
of  common  stock  was  paid,  thereby  capitalizing  a  substantial  proportion  of  the 
earnings  of  that  year. 

In  a  recent  discussion  by  the  board  of  directors  of  the  possibilities  of  a  dividend 
on  the  common  stock  of  the  Company,  the  Company’s  present  lack  of  excess  working 
capital,  its  probable  cash  needs  of  the  immediate  and  intermediate  future,  the  rela¬ 
tively  heavy  consolidated  long-term  or  funded  debt  structure,  the  possible  oppor¬ 
tunities  in  the  future  of  using  cash  advantageously  in  securing  permanent  relief 
from  remaining  burdensome  leaseholds  or  acquiring  additional  stores  on  a  most 
advantageous  basis,  the  desirability  of  assuring  as  far  as  possible  a  continuity  of 
dividends  on  the  preferred  stock,  the  high  relationship  of  total  dividends  to  date 
to  the  total  earnings  to  date,  and  the  present  uncertainty  of  general  economic 
conditions  were  considered.  It  was  the  unanimous  opinion  of  the  board  of  directors 
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that  any  dividend  action  on  the  common  stock  of  the  Company  at  this  time  would 
be  premature  and  opposed  to  the  best  interests  of  the  holders  of  the  common  stock. 


CONCLUSION 

The  Company’s  activities  form  a  part  of  one  of  the  most  fundamental  of  all  industries, 
that  of  distributing  needed  and  wanted  merchandise  to  the  consumer.  Laboratory 
discoveries  or  inventions  of  others,  technological  improvements,  mass  changes  in 
customs  or  habits,  and  the  dictates  of  fashion  contain  no  hazards  but  rather  offer 
opportunities  to  the  alert  retailer.  While  distribution  to  consumers  is  a  most 
fundamental  industry,  it  is  also  a  most  highly  competitive  one.  Identical  or  similar 
merchandise  is  generally  available  to  competitors  at  approximately  the  same  cost 
price.  Usually  cost  prices  are  established  by  the  manufacturer  and  retail  prices  by 
competitors.  Many  elements  of  operating  expenses  are  of  a  fixed  or  inflexible  nature 
and  are  constantly  becoming  more  so.  There  are  no  effective  patents,  trade-marks, 
or  copyrights  that  assure  profits  or  cushion  losses  for  the  retailer.  Buying  and  selling 
are  each  done  in  open  competitive  markets  which  means  on  a  basis  at  which  the 
inefficient  fail.  Possibilities  for  consistent  growth  and  profits  lie  in  the  degree  of 
excellency  of  the  operation. 

Competition  for  consumer  patronage  and  favor  not  only  exists  between  retailers  of 
a  given  type  but  even  more  intensely  between  types  of  retailing.  In  this  highly 
competitive  field  lies  the  Company’s  greatest  opportunity  for  growth  and  profit. 
Company’s  management  and  executive  personnel  do  not  recognize  the  Company  as 
necessarily  representing  any  particular  type  of  retailing  but  endeavor  to  secure  for 
the  Company  the  respective  advantages  of  the  various  type  While  the  stores  were 
traditionally  individual,  locally  owned  department  stores  md  still  retain  the  ad¬ 
vantages  of  such,  through  central  ownership  and  a  strong  central  office  many  of 
the  advantages  of  the  various  types  of  chains  and  other  forms  of  mass  distribution 
are  available  or  attainable.  The  various  types  of  retailing  are  being  studied  con¬ 
stantly  in  efforts  to  discover  and  adapt  effective  ideas,  policies  and  methods.  While 
the  effect  of  such  work  to  date  has  necessarily  been  limited,  as  the  job  requires 
extensive  research  and  education,  it  is  to  such  work  that  management  looks  for  the 
future  of  the  Company.  A  large  group  of  sincere,  intelligent,  open-minded  staff 
and  administrative  executives  are  directing  their  best  efforts  on  the  Company’s 
behalf  toward  these  objectives. 

It  would  be  remiss  to  neglect  to  take  this  opportunity  to  express  appreciation  of  the 
loyalty  and  efforts  of  the  personnel  of  the  stores  and  the  central  office  and  to  thank 
them  for  their  respective  contributions  in  making  nineteen  thirty-nine  the  best  year 
the  Company  has  had  since  nineteen  twenty-nine.  On  behalf  of  the  organization 
I  would  also  like  to  express  appreciation  to  the  stockholders  for  their  support  and 
patient  and  sympathetic  understanding  shown  throughout  the  past  decade. 

Respectfully  submitted, 


President. 
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ALLIED  STORES  CORPORATION  AND  SUBSIDIARIES 

Consolidated  Balance  Sheet  —  January  31,  1940 

ASSETS 


Current  Assets: 

Cash . .  $  2,164,136.11 

Accounts  and  notes  receivable — customers: 

Current  accounts .  $10,688,925-97 

Deferred  payment  accounts  and  notes  (Note  A) .  7,682,897.80 

Total .  $18,371,823.77 

Less  reserve  for  doubtful  accounts .  888,298.48  17,483,525-29 


Accounts  receivable — suppliers,  operators  of  leased  departments,  etc .  390,814-92 

Merchandise  inventories  (including  $1,728,939.03  for  merchandise  in  transit, 
at  mills,  etc.) .  1 7,390,733.09 


Total  current  assets .  $37,429,209.41 


Other  Assets: 

Insurance  and  other  deposits .  $  197,392.11 

Investments  and  real  estate  (less  reserve  of  $15,869-50) .  170,466.61 

Sundry  notes  and  accounts  receivable .  189,946.78 

Common  stock  of  Allied  Stores  Corporation — 20,000  shares  at  cost — market 
value  $162,500  (Note  B) .  214,112.50 


Total  other  assets. 


771,918.00 


Land,  Buildings,  Equipment,  Etc.  (Notes  C  and  D): 

Land .  $19,579,535.95 

Buildings  and  equipment .  $12,538,807.22 

Less  reserve  for  depreciation .  3,385,270.32 


Store  fixtures  and  equipment .  $  8,868,105.58 

Less  reserve  for  depreciation .  4,810,520.81 

Improvements  to  leased  property .  $  1,468,886.27 

Less  reserve  for  depreciation .  204,785-51 


9,153,536.90 

4,057,584.77 

1,264,100.76 


Total  land,  buildings,  equipment,  etc .  34,054,758.38 


Deferred  Charges: 

Unexpired  insurance  premiums .  $  202,496.53 

Prepaid  rent  and  taxes .  152,649.93 

Inventory  of  supplies .  430,956.55 

Prepaid  service  contracts,  improvements  in  process,  travel  advances,  etc .  189,154.84 

Unamortized  portion  of  bond  discount  and  expenses .  180,604.85 


Total  deferred  charges .  1,155,862.70 


Goodwill  and  Other  Intangible  Assets. 


1.00 

$73,411,749.49 
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ALLIED  STORES  CORPORATION  AND  SUBSIDIARIES 

Consolidated  Balance  Sheet  —  January  31,  1940 


LIABILITIES 

Current  Liabilities: 


Notes  payable— banks .  $  800,000.00 

Accounts  payable  for  merchandise,  etc .  5,113,437.86 

Accrued  accounts .  1,286,432.31 

Taxes  (other  than  federal  taxes  on  income) .  l,'l99A58.41 

Federal  taxes  on  income  (estimated) .  720,000.00 

Principal  amount  of  bonds  to  be  retired  within  one  year  through  sinking  fund  657,025.00 
Installments  on  mortgages  and  long  term  notes  due  within  one  year .  335,556.34 


Total  current  liabilities .  $10,111,509.92 


Bunded  Debt  and  Long  Term  Obligations: 

Per  schedule,  with  notes,  attached; 

Allied  Stores  Corporation .  $  6,062,375.00 

Less  amount  included  in  current  liabilities  for  principal 
amount  of  bonds  retirable  through  sinking  fund .  431,025.00 


Subsidiaries: 

Guaranteed  by  Allied  Stores  Corporation .  $  260,000.00 

Less  amount  included  in  current  liabilities .  20,000.00 


Not  guaranteed  by  Allied  Stores  Corporation .  $15,402,919.11 

Less  amount  included  in  current  liabilities .  541,556.34 


$  5,631,350.00 

240,000.00 

14,861,362.77 


Total  funded  debt .  20,732,712.77 

Reserves: 

For  contingencies,  revaluation  of  merchandise,  etc .  $  1,671,786.89 

Miscellaneous .  380,442.56 


Total  reserves .  2,052,229.45 

Unearned  Income  (Note  E) .  388,894.48 


Capital  Stock  and  Surplus: 

Capital  Stock; 

Preferred  Stock — cumulative — par  value  $100  per  share: 
Authorized — 600,000  shares 

Issued  — 5%  Preferred  Stock — redeemable  at  and 

entitled  upon  liquidation  to  $100  per  share  (Notes  F 


and  G) .  $23,184,800.00 

Less  in  treasury .  294,700.00  $22,890,100.00 


Common  Stock — without  par  value: 

Authorized-  2,500,000  shares  (Note  G) 

Issued  — 1,817,153  shares— capital  fixed  by  Board  of 

Directors  at  $1.00  per  share .  1,817,153-00 

Surplus  (Note  H): 

Capital .  $  8,951,354.32 

Earned  (from  June  1,  1935  to  January  31,  1940) .  6,467,795-55  15,419,149-87 


Total  capital  stock  and  surplus .  40,126,402.87 

Contingent  liabilities,  etc.  (Note  I) 

Notes  to  balance  sheet  follow  hereafter. 


$73,411,749.49 
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NOTES  TO  CONSOLIDATED  BALANCE  SHEET 


Note  A — Customers  conditional  sales  notes  and  deferred  payment  accounts  include  carrying  charges.  Installments  maturing  later  than 
one  year  from  the  date  of  the  balance  sheet  have  been  included  in  current  assets  in  accordance  with  the  trade  practice. 

Note  B— These  shares  arc  held  by  Allied  Purchasing  Corporation  (a  subsidiary)  for  resale  to  certain  employees.  Up  to  February  1, 1940, 
options  were  granted  to  twenty-seven  employees  and  two  officers,  for  a  total  of  19,625  shares.  The  option  price  of  said  shares  is  $11.00  per 
share  and  the  options  may  be  exercised  and  the  shares  paid  for  from  time  to  time  in  whole  or  in  part  on  or  before  June  30,  1942,  and,  if  not 
exercised  by  that  date,  the  options  shall  lapse. 

Note  C— The  amounts  for  land,  buildings,  store  fixtures,  equipment,  etc.,  are  as  follows: 

1.  Properties  held  by  subsidiaries  at  dates  of  acquisition,  at  amounts  shown  by  their  books,  which  so  far  as  is  known,  repre¬ 
sented  cost  to  the  subsidiaries;  or 

2.  At  cost  to  the  consolidated  group  measured  by  the  cash  cost  to  the  Corporation  of  securities  of  a  certain  subsidiary;  or 

3.  At  amounts  shown  by  the  books  of  certain  subsidiaries  at  the  dates  of  acquisition  of  their  capital  stocks  by  the  Corporation, 
less  part  of  the  amount  by  which  the  cost  of  capital  stocks  was  less  than  the  equity  in  such  subsidiaries’  net  assets,  as  shown  by  their 
books  at  the  time  they  were  acquired  by  the  Corporation,  (the  balance  of  such  amount  of  excess  equity  was  added  to  the  reserve 
for  contingencies),  and 

4.  Subsequent  additions  to  the  properties  at  cost. 

Note  D— Land,  buildings  and  equipment,  and  store  fixtures  carried  in  the  consolidated  balance  sheet  at  $32,930,193,  less  related  reserves 
for  depreciation  of  $3,888,606,  are  subject  to  mortgages  and  mortgage  bond  obligations  of  subsidiary  companies  totaling  $13,473,844. 

Note  E— Unearned  income  (except  for  a  nominal  amount  of  rent  billed  in  advance)  is  comprised  of  carrying  charges,  not  earned  at  January 
31, 1940,  on  customers  conditional  sales  notes  and  deferred  payment  accounts  with  terms  of  more  than  one  year  from  the  date  of  sale. 

Note  F — On  or  before  July  1st,  each  year,  the  Corporation  under  its  charter  is  obligated  to  apply  as  a  sinking  fund  to  the  purchase  or 
redemption  of  its  5%  Preferred  Stock  a  sum  equal  to  10%  of  consolidated  net  earnings  for  the  previous  fiscal  year  after  deducting  dividends  on 
its  5%  Preferred  Stock  and  sinking  fund  requirements  upon  its  Fifteen-Year  4j'2%  Debenture  Bonds,  due  April  1, 1950,  and,  after  all  such  deben¬ 
ture  bonds  have  been  retired,  a  sum  equal  to  25%  of  consolidated  net  earnings  for  the  previous  fiscal  year  after  deducting  such  dividends.  The 
sinking  fund  payment  due  on  July  1,  1940,  amounts  to  $177,037  against  which  the  Corporation  may  apply  such  part  of  the  2,947  shares  of  5% 
Preferred  Stock,  held  in  treasury,  acquired  at  a  cost  of  $193,084,  as  is  required  to  meet  such  sinking  fund  obligation. 

Note  G— At  the  option  of  any  of  the  holders  of  $569,825  principal  amount  of  53-2%  Income  Bonds  of  C.  C.  Anderson  Stores  Company 
(a  subsidiary),  Allied  Stores  Corporation  agrees  to  acquire  such  income  bonds  at  any  time  prior  to  August  1,  1942,  at  the  principal  amount 
thereof  (with  cash  adjustment  of  accrued  interest),  and  issue  in  exchange  therefor  its  own  5%  Preferred  Stock  or  Common  Stock,  as  such  holders 
may  elect,  on  the  basis  of  $100  per  share  for  the  5%  Preferred  Stock  of  Allied  Stores  Corporation  (with  cash  adjustment  of  accrued  dividends), 
and  $30  per  share  for  the  Common  Stock  of  Allied  Stores  Corporation. 

Note  H—  Upon  the  basis  of  treating  $294,700  par  value  5%  Preferred  Stock  in  the  treasury  as  though  retired. 

Note  X— Contingent  liabilities,  etc. : 

Allied  Stores  Corporation  and  subsidiaries: 

The  companies  carry  a  part  of  their  insurance  with  mutual  and  reciprocal  insurance  companies  in  connection  with  which 
there  is  the  usual  contingent  liability  of  an  indeterminate  amount. 

Subsidiary  companies: 

1.  Mill  City  Realty  Company,  as  lessee,  all  the  capital  stock  of  which  company  was  acquired  January  25,  1939: 

(a)  Under  the  terms  of  a  ground  lease,  to  erect  a  building  at  a  cost  of  not  less  than  $500,000,  the  commencement  of  which 
was  extended  to  June  17,  1940  by  an  agreement  dated  August  1,  1934. 

(b)  Under  the  terms  of  another  ground  lease  as  modified  by  an  agreement  dated  April  14,  1936,  in  the  event  of  default  in 
any  of  the  provisions  of  the  modifying  agreement  prior  to  November  1,  1947  (the  modified  terminal  date  of  the  lease), 
the  provisions  of  the  original  lease  shall  immediately  become  effective,  and  the  Company  shall  be  liable: 

(1)  For  the  full  annual  cash  rent  of  $24,000  (reduced  to  $16,500  annually  by  the  modifying  agreement)  for  the 
period  from  November  1,  1936  to  the  expiration  of  the  original  lease,  November  1,  2021,  and 

(2)  For  the  erection  of  a  building  at  a  cost  of  not  less  than  $200,000  (from  the  erection  of  which  it  is  otherwise 
relieved  by  the  modifying  agreement). 

2.  As  endorsers  on  customers  notes  receivable  discounted  at  banks  and  loan  companies— approximately  $20,555. 

3.  Unused  balance  of  a  letter  of  credit  amounted  to  $110,590.84. 
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ALLIED  STORES  CORPORATION  AND  SUBSIDIARIES 


Consolidated  Statement  of  Profit  and  Loss  for  the  Fiscal  Year 
Ended  January  31,  1940 


Net  sales  (including  leased  departments)  .  $112,122,354.17 

Cost  of  goods  sold .  73,751,412.06 


Gross  profit .  $38,370,942.11 


Operating  Expenses: 

Administrative,  buying,  rent  and  other  occupancy  costs,  publicity,  selling 
and  general  expenses,  including  provision  for  doubtful  accounts  (less  in¬ 
come  of  $546,840.09  from  carrying  charges  on  deferred  payment  accounts)  $32,234,999.74 
Provision  for  depreciation .  1,264,587.68  33,499,587.42 


Operating  profit .  $  4,871,354.69 

Other  Income: 

Miscellaneous  other  income  (including  $57,105.41  for  refund  of  prior  year  real 
estate  taxes  and  $36,511.08  for  excess  provision  in  prior  years  for  federal 


taxes  on  income) .  $  285,413-79 

Less  other  deductions .  37,025-55  248,388.24 

Profit  before  interest  and  federal  taxes  on  income .  $  5,119,742.93 


Interest: 

Subsidiaries: 

On  mortgages,  mortgage  bonds  and  long  term  notes  (in¬ 
cluding  $8,096.35  for  amortization  of  bond  discount  and 
expense  and  $36,080.82  for  premium  on  bonds  redeemed 

$  666,552.52 


297,605-42  964,157-94 


and  less  $2,235-89  for  discount  on  bonds  repurchased).  $  660,573.98 

Other .  5,978.54 


Allied  Stores  Corporation: 

On  debenture  bonds  (including  $14,933.40  for  amortization 
of  bond  discount  and  expense  and  less  $11,398.75  for  dis¬ 


count  on  bonds  repurchased) .  $  280,246.52 

Other .  17,358.90 


Profit  before  federal  taxes  on  income. 


$  4,155,584.99 


Provision  for  estimated  federal  taxes  on  income: 

Income  tax .  $  718,400.00 

Excess  profits  tax .  1,600.00  720,000.00 


Consolidated  net  profit  (Note) .  $  3,435,584 .99 

Nan:  Includes  operations  of  subsidiaries  acquired  during  the  year  from  dates  of  acquisition  only. 
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ALLIED  STORES  CORPORATION  AND  SUBSIDIARIES 


Consolidated  Statement  of  Earned  and  Capital  Surplus  for  the  Fiscal  Year  Ended  \ 

January  31,  1940  j 

Earned  Capital 

Balance— January  31,  1939 .  $  4,182,090.56  $  8,791,056.26  j 

3,435,584.99  1 

106,329.50 

53,968.56  I 

_ I 

$  7,617,675.55  $  8,951,354.32  j 

1,149,880.00  | 

Balance— January  31,  1940  (Note) .  $  6,467,795-55  $  8,951,354.32  ! 


Nate:  Upon  the  basis  of  treating  $294,700  par  value  5%  Preferred  Stock  in  treasury  as  though  retired. 


Add: 

Consolidated  net  profit  for  the  fiscal  year . 

Discount  on  repurchase  of  5%  Preferred  Stock  of  Allied  Stores  Corporation. . 
Excess  of  equity  in  net  assets  of  subsidiary  at  date  of  acquisition  of  its  shares, 
over  fixed  capital  amount  of  $1.00  per  share  for  shares  of  Common  Stock  of 
Corporation  issued  in  exchange  therefor . 

Deduct: 

Dividends  paid  in  cash  on  5%  Preferred  Stock . 


Consolidated  Statement  of  Reserve  for  Contingencies,  Revaluation  of  Merchandise,  Etc. 
for  the  Fiscal  Year  Ended  January  31,  1940 


Balance— January  31,  1939 .  $1,595,119.99 

Add: 

Adjustment  of  amount  credited  to  reserve  for  contingencies  in  prior  years  for 
excess  of  equity  in  tangible  net  assets  of  subsidiaries  at  dates  of  acquisition 

over  cost  of  investments .  $  70,437-16 

Cancellation  of  balance  of  miscellaneous  reserve  previously  provided  out  of, 

reserve  for  contingencies .  2,273-78 

Reserve  in  accounts  of  subsidiary  acquired  during  year  less  expenses  appli¬ 
cable  to  date  of  acquisition .  3,955.96  76,666.90 


Balance— January  31,  1940 .  $  1,671,786.89 
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Funded  Debt  and  Long  Term  Obligations — January  31,  1940 
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1,725,294.11  $657,025.00  $335,556.34 


NOTES  TO  FUNDED  DEBT 


(1)  Under  the  Indenture  relating  to  the  434%  Debentures  due  1951,  these  debenture  bonds  cannot  be  issued. 

(2)  Of  the  $4,800,000  principal  amount  of  unissued  4)4%  Debentures  due  1951,  $1,543,375  principal  amount  may  be  issued  only  in  sub¬ 
stitution  for  Fifteen-Year  4 34%  Debenture  Bonds,  due  April  1,  1950,  outstanding  at  the  balance  sheet  date,  from  time  to  time  as  such  bonds 
are  purchased  and  redeemed. 

Note  A — The  Indenture  relating  to  Fifteen-Year  4 34%  Debenture  Bonds,  due  April  1, 1950,  provides  for  a  sinking  fund  payable  on  April 
15th  of  each  year  equivalent  to  15%  of  consolidated  net  earnings  for  the  preceding  fiscal  year.  Sinking  fund  payment  due  on  April  15,  1940 
amounts  to  $515,337.75  against  which  there  may  be  applied  at  cost,  in  lieu  of  cash,  (1)  balance  of  $8,306.93  representing  the  cost  of  bonds 
retired  on  April  15, 1939  in  excess  of  sinking  fund  requirement  on  that  date,  (2)  $78,265  principal  amount  of  bonds  purchased  by  the  Corporation 
for  $76,006.25  and  held  by  the  trustee  and  the  Corporation  pending  cancellation  to  fulfill  such  sinking  fund  requirement,  and  (3)  such  part  as  is 
required  of  $750,000  principal  amount  of  bonds  which  have  been  called  for  redemption  subsequently  to  January  31,  1940  in  anticipation  of  the 
sinking  fund  requirement. 

Note  B— The  Indenture  relating  to  4 34%  Debentures  due  1951  provides  for  a  sinking  fund  payable  on  May  20th  each  year  equal  to  the 
sinking  fund  redemption  price  of  3  34%  of  the  greatest  aggregate  principal  amounc  of  said  bonds  which  shall  ever  have  been  authenticated  by 
the  trustee.  Sinking  fund  payment  due  on  May  20,  1940  amounts  to  $173,333  against  which  there  may  be  applied,  in  lieu  of  cash,  such  part 
as  is  required  of  the  $207,000  principal  amount  of  bonds  purchased  by  the  Corporation  and  held  by  the  trustee  pending  cancellation  to  fulfill 
such  sinking  fund  requirement. 

Note  C— The  Indenture  relating  to  534%  Income  Bonds  due  1972  provides  for  redemption  of  said  bonds  in  whole  or  in  part  at  the  option 
of  the  Company  at  110%  of  the  principal  amount  thereof  if  redeemed  prior  to  April  1,  1940,  and  at  100  if  redeemed  on  April  1,  1940  or  any 
time  thereafter  prior  to  maturity.  Interest  on  the  bonds  is  cumulative,  but  is  required  to  be  paid  currently  only  if,  and  to  the  extent  that,  there 
are  available  net  earnings  of  its  last  previously  completed  semi-annual  fiscal  period.  The  Company  agrees  that  so  long  as  any  of  these  bonds 
shall  remain  outstanding  it  will  not  issue  any  additional  5 J'2%  Income  Bonds  without  consent  of  the  registered  holders  of  a  majority  in  prin¬ 
cipal  amount  of  the  bonds  at  the  time  outstanding. 

At  the  option  of  any  of  the  holders  of  5 J4%  Income  Bonds,  Allied  Stores  Corporation  agrees  to  acquire  such  income  bonds  at  any  time 
prior  to  August  1,  1942,  at  the  principal  amount  thereof  (with  cash  adjustment  of  accrued  interest),  and  issue  in  exchange  therefor  its  own  5% 
Preferred  Stock  or  Common  Stock,  as  such  holders  may  elect,  on  the  basis  of  $100  per  share  for  the  5%  Preferred  Stock  of  Allied  Stores  Cor¬ 
poration  (with  cash  adjustment  of  accrued  dividends),  and  $30  per  share  for  the  Common  Stock  of  Allied  Stores  Corporation. 

Note  D— The  Indenture  relating  to  Seven  Year  Income  5%  Debentures  (Sinking  Fund)  due  1946,  provides,  subject  to  consent  of  the  Com¬ 
pany's  bank  creditors,  for  redemption  of  said  bonds  in  whole  or  in  part  at  the  option  of  the  Company  at  the  principal  amount  thereof.  Interest 
is  payable  annually  out  of  the  net  profits  and  surplus  earnings  when,  as  and  if  authorized  and  declared  by  the  Board  of  Directors  of  the  Company 
and,  if  not  paid  annually,  is  cumulative.  In  any  event,  all  interest  shall  be  payable  unconditionally  upon  maturity  or  redemption  of  the  Deben¬ 
tures.  The  Indenture  also  provides  for  a  sinking  fund,  beginning  March  1,  1940  and  ending  March  1,  1946,  requiring  the  purchase  and  deposit 
with  the  trustee  of  Debentures  m  a  principal  amount  equivalent  to  at  least  20%  of  the  net  profits  of  the  Company  each  year,  or  in  lieu  thereof 
the  deposit  before  March  10th  of  an  equivalent  amount  in  cash  to  the  redemption  price  of  the  Debentures.  For  the  period  ended  January 
31,  1940  the  Company  had  no  profit. 

Note  £— -The  Indenture  relating  to  First  Mortgage  and  First  Lien  4?g%  Fifteen-Year  Sinking  Fund  Bonds  provides  for  a  payment  of 
$227,000  semi-annually  on  February  15th  and  August  15th  each  year  for  interest  and  sinking  fund.  These  bonds  are  guaranteed  as  to  principal 
and  interest  by  another  subsidiary  of  the  Corporation. 

Note  F — The  real  estate  mortgage  given  by  C.  C.  Anderson  Stores  Company  provides  for  the  payment,  on  account  of  principal  and  interest, 
of  a  sum  equal  to  certain  percentages  of  net  sales  made  on  the  mortgaged  premises  for  each  twelve  months  period  commencing  September  1st, 
but  in  no  event  less  than  $24,000  for  each  such  period,  such  minimum  to  be  payable  in  monthly  installments.  The  amount  paid  for  each  twelve 
months  period  in  excess  of  interest  at  the  rate  of  6%  per  annum  is  applied  against  the  principal. 
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ERNST  &  ERNST 

NEW  YORK 

19  RECTOR  STREET 


April  11,  1940. 

Board  or  Directors 
Allied  Stores  Corporation, 

Paterson,  New  Jersey. 

We  have  examined  the  consolidated  balance  sheet  of  Allied  Stores  Corpo¬ 
ration  and  subsidiaries  as  of  January  31,  1940,  and  the  consolidated  statements  of 
profit  and  loss  and  surplus  for  the  fiscal  year  then  ended,  have  reviewed  the  systems 
of  internal  control  and  the  accounting  procedures  of  the  companies  and,  without 
making  a  detailed  audit  of  the  transactions,  have  examined  or  tested  accounting 
records  of  the  companies  and  other  supporting  evidence,  by  methods  and  to  the 
extent  we  deemed  appropriate. 

Our  examination  included  tests  of  accounts  receivable  of  all  the  companies  by 
communication  with  debtors.  The  reserve  for  doubtful  customers  accounts,  deter¬ 
mined  in  accordance  with  the  same  policies  followed  in  preceding  years,  appears 
sufficient.  We  were  present  at  stores,  except  certain  small  stores  operated  by  two 
companies,  at  appropriate  times  during  the  taking  of  inventories  and  observed  pro¬ 
cedures  followed  by  the  companies  in  the  determination  of  quantities.  We  also 
reviewed  the  reasonableness  of  the  resulting  inventories  and  made  tests  of  the  appli¬ 
cation  of  the  retail  inventory  method  and  of  the  related  computations.  The  inven¬ 
tories  of  merchandise  were  valued  (a)  with  respect  to  merchandise  in  stores  at  not 
in  excess  of  the  lower  of  cost  or  market  by  the  retail  inventory  method,  except  for 
a  comparatively  small  amount  of  inventories  taken  at  cost,  and  (b)  with  respect  to 
merchandise  in  transit  or  at  mills,  etc.,  at  lower  of  cost  or  market.  The  condition  and 
salability  of  the  inventories  were  certified  by  the  individual  store  managements. 

Reasonable  provision  has  been  made  for  depreciation  accruing  during  the  year 
by  a  charge  against  operations,  based  upon  the  same  policies  and  rates  followed  in 
preceding  years. 

In  our  opinion,  the  accompanying  consolidated  balance  sheet  and  related  con¬ 
solidated  statements  of  profit  and  loss  and  surplus  present  fairly  the  position  of 
Allied  Stores  Corporation  and  its  subsidiaries  at  January  31,  1940,  and  the  con¬ 
solidated  results  of  their  operations  for  the  year,  in  conformity  with  generally 
accepted  accounting  principles  applied  on  a  basis  consistent  with  that  of  the  preceding 
year. 
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STORES  OWNED  BY  ALLIED  STORES  CORPORATION 


JORDAN  MARSH  COMPANY . Boston,  Mass. 

THE  BON  MARCHE . Seattle,  Wash. 

L.  S.  DONALDSON  COMPANY . Minneapolis,  Minn. 

C.  F.  HOVEY  COMPANY . Boston,  Mass. 

THE  GOLDEN  RULE . St.  Paul,  Minn. 

JOSKE  BROS.  CO. . San  Antonio,  Texas 

THE  A.  POLSKY  COMPANY . Akron,  Ohio 

THE  ROLLMAN  &  SONS  COMPANY . Cincinnati,  Ohio 

THE  TITCHE-GOETTINGER  COMPANY  -----  Dallas,  Texas 

HERPOLSHEIMER  COMPANY . Grand  Rapids,  Mich. 

QUACKENBUSH  COMPANY . Paterson,  N.  J. 

DEY  BROTHERS  &  CO. . Syracuse,  N.  Y. 

GEO.  B.  PECK,  INC. . Kansas  City,  Mo. 

THE  JAMES  BLACK  DRY  GOODS  COMPANY  -  -  -  Waterloo,  Iowa 

O'NEILL  &  COMPANY,  INCORPORATED  -  -  -  -  Baltimore,  Md. 

MAAS  BROTHERS,  INC. . Tampa,  Florida 

THE  MOREHOUSE-MARTENS  COMPANY  -  Columbus,  Ohio 

THE  MEYER’S  COMPANY . Greensboro,  N.  C. 

THE  L.  H.  FIELD  COMPANY . Jackson,  Mich. 

RUDGE  &  GUENZEL  COMPANY . Lincoln,  Nebr. 

F.  N.  JOSLIN  COMPANY . Malden,  Mass. 

WAITE’S,  INC. . Pontiac,  Mich. 

LOUIS  SAMLER,  INC.  (THE  BON  TON) . Lebanon,  Pa. 

THE  MULLER  COMPANY,  LIMITED  -  Lake  Charles,  La. 

C.  M.  GUGGENHEIMER  CORPORATION  -  -  -  Lynchburg,  Va. 

POMEROY’S,  INC. . Reading,  Pa. 

(Operates  stores  in  Reading,  Harrisburg,  Wilkes-Barre  and  Pottsville,  Pa.) 

A.  E.  TROUTMAN  COMPANY . Greensburg,  Pa. 

(Branches  in  five  cities  in  western  Pennsylvania) 

C.  C.  ANDERSON  STORES  COMPANY . Boise,  Idaho 

(Branches  in  twenty -four  cities  in  Idaho,  Oregon,  Colorado,  Utah  and  South  Dakota) 
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